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KEY ECONOMIC INDICATORS: SYRIA 


Area: 185,170 square kilometers, 71,498 square miles 
Population: 10.6 Million (1986) Rate of growth: 3.4% 
Labor Force: 2.3 Million (1984) 

Unemployed: 20% 


Principal Exchange rates for the Syrian Pound: 


Official (used primarily for imports by the government): $1.00 = 3.9 S.P. 
Parallel (formerly used for most commercial transactions, now falling 


into disuse): $1.00 = 5.4 S.P. 


Tourist (formerly used only by tourists, now applied to many commercial 


and diplomatic activities): $1.00 = 9.75 S.P. 


"Neighboring country" (The rate at which the pound trades--freely--in 
other countries and illegally within Syria, now being applied officially 


by the government to private sector imports under Syria's barter 
agreements): $1.00 = 21.50 S.P. (July 31, 1986) 


1982 1983 1984 
Gross Domestic Product (S.P. billions) tat 66cm OTe 
Private Consumption 46.5 49.7 48.6 
Gross Domestic Investment 16.3 17.9 
Public 10.1 11.8 
Private 
Government Purchases 
Exports-Imports 
Per Capita GDP (S.P. 1000) 


Foreign Exchange Position 
, Assets 


Central Bank 
Gold, IMF, and SDRs 
Convertible foreign exchange 
Unconvertible foreign exchange 
(balances in clearing accounts 
with socialist countries) 
Banks 
Liabilities 
Central Bank 
Banks 
Net Foreign Assets 
Balance of Payments (S.P. billions) 
Goods, services, and income 
Merchandise trade (f.0.b.) 
Services and income 
Unrequited transfers 
Public sector 
Private sector 
Capital (excluding reserves) 





TRADE (S.P. Millions) 


Imports: 1984 Exports 
L«: Ivan 33665 1. Romania 


2. Libya 1242 2. Italy 

3. Germany (F.R.G.) 948 3. USSR 

4. France 824 4. France 

5. Italy 773 5. Spain 

6. Japan 749 6. Algeria 

7. Germany (G.D.R.) 785 7. Iran 

8. USSR 558 8. Germany (F.R.G.) 
9. U.S.A. 557 9. U.S.A. 


CURRENT SITUATION: 


The economic picture that confronts the visitor to Syria appears filled with 
inconsistencies. There are spot bread shortages, yet smuggled luxury items 
can be found. People complain about not being able to afford decent housing, 
but modern apartment houses and office buildings are springing up around the 
country. Syrian bank authorities declaim their inability to cover foreign 
exchange obligations, while, on the streets outside, there seem to be more 
shiny new Mercedes automobiles than in Germany. 


As in many other "socialist" countries, the explanation of these seeming 
contradictions is the pervasive involvement of the government in the economic 
life of its citizens. Signals that in a free economy would elicit 
adjustments in economic behavior in Syria are distorted, drowned out, or 
simply ignored. The Syrian Government dictates what will be produced, 
imported, and sold in Syria. Syrian consumers, including the plethora of 
state-owned enterprises, are left either to accommodate themselves to the 
Government decision, or to resort to extra-legal means of satisfying their 
desires. Imports of automobiles currently are prohibited and control of 
rents at unremunerative level has choked off the supply of rental housing. 
At the same time, the Government imports cars and builds apartments to give 
to Army officers and other officials as perquisites of their positions. 
Bread shortages arise from the combination of inefficiency in the Government 
grain buying/milling/baking apparatus and price controls that distort 
consumption patterns (government-produced bread is used by some families as 
animal feed because it is cheaper than grain, at the same time that other 
families are unable to obtain enough for their own use). The Syrian 
Commercial Bank cannot obtain foreign exchange because anyone that lays hands 
on some smuggles it out of the country and deposits it in a Western bank. 


Overall, the Syrian economy is badly depressed. Government-controlled 
production is poorly managed and uncompetitive. Syria exports little except 
raw materials. Individual initiative--historically one of Syria's most 
valuable assets--is stifled. The private sector is starved for imports. 
Foreign exchange is in such short supply that even the _ state-owned 





enterprises sometimes tender for foreign goods with payment terms in Syrian 


pounds (i.e., leaving it up to the exporter to exchange out of pounds in the 
black market). 


Depression should not be taken to mean poverty, however. Although private 
capital flight is a critical problem, the Government continues to mobilize 
funding for an ambitious development program. Infrastructure is expanding 
apace and production of government-approved commodities is rising steadily. 
The problem, then, is not that the Syrian economy is poor or backward; it is 
just that it is performing far below its potential. Epidemic "brain drain" 
and capital flight are criticized as problems to be overcome when in fact 


they are but symptoms of the failure of the Syrian Government to manage its 
economy effectively. 


Government officials affirm that no major economic policy initiatives are 
under consideration. Were the Government to embark on reform, the resulting 
dislocations would be extremely wrenching. For example, the most 
sought-after reform--liberalization of imports--is only feasible if the 
Government either locates new sources of foreign exchange to pay for the 
imports or frees exchange rates to equilibrate supply and demand for foreign 
exchange. An increase in foreign exchange earnings of this scale appears 
very remote, even considering recent oil discoveries in Syria. This leaves 
floating the Syrian pound as the only alternative. Freeing exchange rates, 
however, would necessitate adjustments across the entire spectrum of the 
Government's price control and subsidy regime that would be unwelcome both in 
their effect on vested interests and in their implications as far as 
traditional Ba'th Socialist Party doctrine is concerned. 


Because (1) economic reform is invariably painful, because (2) the Asad 
regime is a strong one detached from the normal constraints associated with 
maintaining a democratic mandate, and because (3) it is currently preoccupied 


with such knotty problems as Lebanon, it is not likely to risk new economic 
initiatives now. 


Foreign Exchange Rates: The Syrian Government officially controls all 
trading in and out of the Syrian pound and fixes its exchange rate at the 
levels noted in the statistics section. There is an active illegal foreign 
exchange market operating in Syria and feeding into offshore Syrian pound 
trading centers in Beirut and Amman. The rate for Syrian pounds in this 
market has moved from about 14 to 20 S.P. = $1.00--one quarter the official 


rate--during the first half of 1986, down from 12 S.P. = $1.00 a year 
previously. 


Black market commodity trading, particulary in consumer goods smuggled into 
Syria from Lebanon, is also a major facet of the Syrian economic picture. In 
tandem with the black currency market, it functions to compensate for the 
inability of the Syrian Government to respond effectively to the desires of 
its people and to dissipate some of the frustration engendered by the 
Government's controls. No reliable calculation of the size of Syria's black 
markets has been made, but the Embassy judges that it is as much as $1 


billion per year, i.e., half as large as recorded Syrian exports and one 
quarter of recorded Syrian imports. 





Macroeconomic Trends: According to Government statistics, Syrian Gross 
Domestic Product continues to rise steadily and reached S.P. 81.5 billion in 
1984, slightly over half accounted for by the public sector. Gross domestic 
investment is estimated to have been S.P. 18.1 billion in 1983, two-thirds by 
the public sector, one-third by the private sector. The Government reports 
inflation to be moderate: the wholesale price index rose 10.7 percent in 
1982, only 1.5 percent in 1983. Retail prices in Damascus and Aleppo 
reportedly rose about 15 percent in 1982 and 5-6 percent in 1983. Employment 
statistics are generally unavailable; rural-to-urban migration is certainly 
disrupting traditional employment patterns, but it does not appear that 
unemployment is considered a major problem. 


Given the large volume of illegal internal trade and imports in Syria, none 
of these statistics can be considered reliable. GDP and investment (much of 
the latter abroad) is probably quite a bit larger than reported. Observers 
believe that inflation is also higher than the Government. statistics 
acknowledge. A recent survey completed by the Embassy showed an inflation 


rate of over 7.5 percent per month from November 1985 - May, 1986, an annual 
rate of approximately 100 percent. 


Development Plan and Budget: Syria is currently at the end of the 1981-85 
development plan period and the Government is discussing 1986-90 plan. No 
details are yet available, but public pronouncements of the President and the 
policy-making Ba'th Party Regional Command indicate that priorities will 
include completion of already-initiated infrastructure projects (roads, 


railroads, electricity production and transmission, natural gas production, 
etc.) and expansion of agricultural production and agro-industry. 


The Government left agriculture to a large extent to fend for itself for many 
years, but oppressive price and marketing controls, and bad weather in some 
years, have impeded expansion of production. Suddenly in the early 1980s the 
Government found itself becoming a large net importer of foodstuffs (for 
example 1.0 million tons of wheat imports alone in 1984-85) and realized that 
corrective action was required. In particular, with assistance from a 
variety of foreign donors, it has enlarged its program of dam and irrigation 
system construction with the intention of expanding the supply of cultivable 
land. It has taken no steps to reduce the controls on pricing and marketing 
of agricultural commodities that currently act to discourage production and 


to engender inefficiency and waste in the allocation of that which is 
produced. 


In the Syrian Government budget for 1985 defense expenditures remained by far 
the largest item. Agriculture was highlighted as the primary recipient of 
budget increases. Total spending was projected at S.P. 43.0 billion, a 4 
percent increase from 1984, and 53 percent of 1984 GDP. S.P. 23.6 billion 
went for current operations (up from S.P. 22.8 billion in 1984), and S.P. 
19.4 billion for investment (S.P. 17.9 billion in 1984). Defense and 





security forces got 58 percent of the current operations budget, education 13 
percent, debt service 9 percent, price subsidies 6 percent, miscellaneous 13 
percent. Major beneficiaries of the investment budget in 1985 were 
agriculture (18 percent), transport and communications (15. percent), 
electricity, water, and gas (10 percent), processing industries (10 percent), 
and mining and extraction industries (6 percent). The 1986 budget has not 
been released at the time of this printing. 


Sources of revenue for the investment budget included self-generated income 
of government agencies and state enterprises S.P. 12.6 billion (over half of 
this income probably comes from the Syrian Petroleum Company and the Homs and 
Banias Refinery Companies; the other state-owned mineral extraction and raw 
material processing companies also contribute a large share); foreign project 
loans and credits S.P. 1.7 billion, Real Estate Bank loans S.P. 1.0 billion. 


Foreign Trade: Syria's balance of trade remains heavily in deficit. 
Official statistics show 1984 imports at S.P. 16.2 billion and exports at 
only S.P. 7.3 billion, a deficit of S.P. 8.9 billion. The actual deficit, 
including smuggling (virtually all of which is inward-bound), may be almost 
twice that amount, striking testimony to the uncompetitiveness of Syrian 
industry at existing exchange rates. First quarter 1985 statistics look only 
slightly better: imports S.P. 3.5 billion, exports S.P. 2.1 billion. 


The Syrian Government theoretically maintains stringent controls over all 
imports into Syria. Anyone without foreign currency--private or public 


sector-wishing to import is required to apply to the Syrian Commercial or 
Central Bank for a foreign exchange letter of credit. Waiting periods for 
such L/Cs have been growing steadily longer; they have reached two years for 
some private sector applicants. The statistics on private sector imports 
reflect this: they dropped from 21 percent of total imports (S.P. 1.3 
billion) in 1984 to 12 percent (S.P. 2.1 billion) in 1983; first quarter 1984 
private sector imports were only 0.2 billion pounds. The fact, mentioned 
above, that some high priority state enterprises have been driven to pay for 
imported goods in Syrian pounds confirms that the public sector is not much 
better off. 


A possible improvement is a new Commercial Bank regulation by which any 
private importer who needs a L/C, has an import license, and a source of 
foreign currency, can pay the Commercial Bank 105 percent of the total amount 
and receive the L/C immediately. In the first few months of this new 
program, few individuals have had the courage to admit that they have foreign 
currency, fearing questions from the tax authorities or even the police. The 
next year will show if this system is a viable one. 


Prospects for improvement are not strong. Discovery of promising new oil 
reserves in eastern Syria may begin to relieve the situation somewhat within 
the next year or two. However, talk in Damascus to the contrary, even under 





the most optimistic production projections export of this oil would not 
eliminate the current trade deficit. Meanwhile, talk by the Syrian 
Government about promoting exports appears to be having little effect. Oil 
exports alone accounted for 62 percent of Syrian exports in 1984 (and were 
still less than oil imports). The only other significant exports were 
textiles (12 percent), cotton fiber (15 percent), fruits and vegetables (0.4 
percent), and phosphate (1 percent). The Syrian Government would wish a 
significant increase in phosphate exports, but the impurity and high moisture 
content of Syrian phosphate drives customers to competitors such as Jordan. 


Despite periodic government crackdowns, smuggling has become a major element 
in Syria's foreign trade, primarily on the import side. Most smuggling comes 
through Lebanon with the tolerance if not the complicity of Syrian military 
and civil authorities. In the past, smugglers have dealt primarily in 
consumer goods, but, with the slow-down in legal imports, more and more 
businesses appear to be turning to the black market for capital goods, spare 
parts, etc. Thus, to an increasing extent, Syria's official exchange rates 
and trade are being reduced to facade status. For practical purposes, the 
Syrian Government is conceding devaluation of the Syrian pound; it simply 
refuses to acknowledge the fact officially. 


Foreign Capital: Syria has three major sources of foreign exchange to 
offset its foreign trade deficit: Foreign grant aid, foreign lending, and 
worker remittances. 


Foreign Grant Aid: As a "confrontation state" in the conflict with Israel, 
Syria along with Jordan and the Palestine Liberation Organization is supposed 
to receive payments from other Arab countries under the 1978 Baghdad 
Agreement. Syria's allotment was set at $1.8 billion per year. In fact, 
only a few countries, notably Saudi Arabia and Kuwait, maintained regular 
payments under the agreement, and at the end of 1985 Kuwait ceased payments. 
As a consequence, Syria is receiving only about $540 million per year in 
Baghdad Agreement aid. 


Syria has on occasion received additional ad hoc gifts from other Arab 
countries such as Saudi Arabia. These are not announced publicly.Since the 
spring of 1982, when Syria aligned itself with Iran in the Iran-Iraq war and 
closed the Kirkuk-Homs pipeline through which Iraq was transporting the bulk 
of its oil exports, Iran began providing to Syria a reported six million tons 
per year (approximately 120,000 barrels/day) of crude oil for refining in its 
refineries. One million tons per year was provided free of charge, Syria was 
supposed to pay near-commercial prices for the remaining five million tons. 
In fact, Syria has either not been able or has not seen fit to make regular 
payment for that oil. Iran ceased making oil deliveries in late 1985, but 
fearing a Syrian-Iraqi reapproachment, began supplying oil again in Summer 
1986. Given Syria's continuing foreign liquidity shortage, it appears 

doubtful that it will succeed in making any rescheduled payments either. 





The Soviet Union and other Eastern European countries provide Syria with 
large quantities of military equipment, most recently to compensate it for 
its losses to Israel during the latter's invasion of Lebanon in 1982. Terms 
of this assistance are a closely-guarded secret, but it is likely that they 
are highly concessional. Total Syrian indebtedness to the communist bloc, 
including both military and economic assistance, had been estimated at $12-13 
billion. Rumor has it that Syria fails regularly also to comply with payment 
schedules on its military-related obligations. Soviet leverage in exacting 
Syrian discipline in this regard appears limited. 


Foreign Lending: Syria receives limited lending from both private and 
governmental financial institutions. World Bank statistics attribute to 
Syria 2.7 billion in disbursed outstanding debt at the end of 1983. Many 
commercial banks, if they lend to Syria at all any longer, are attempting to 
limit their exposure to short-term obligations, primarilly letter-of-credit 
financing. Bank for International Settlements data show Syrian bank debt at 
$928 million at yearend 1984, up 18 percent from a year earlier, and the 
Union des Banques Arabes et Francaises (the equity of which is owned in 
substantial part by Arab interests including the Syrian Commercial Bank,) has 
floated $153 million in medium-term loans for the Commercial Bank over the 
past 18 months, including a $60 million loan in May 1985. Nevertheless, a 
growing number of banks have begun to report arrearages by the Syrian 
Commercial Bank in covering even short-term obligations, and some have 
suspended issuing new credits to Syria. In sum, Syria's status as a borrower 
in international commercial credit markets has been weak for some time and 
may be taking a turn for the worse. 


Governmental institutions including the World Bank, the European Investment 
Bank, and various national economic development agencies conduct modest aid 
programs in Syria. The Soviet Union provides very extensive project 
assistance to Syria, particularly in infrastructure and irrigation system 
development. The United States terminated all economic assistance to Syria 
in November 1983. The Federal Republic of Germany is about to reactivate $70 
million for project lending in Syria after a five-year hiatus; it may make a 


further $100 million available in the near future. Japan is offering similar 
projects. 


Worker Remittances: In part encouraged by depressed economic conditions in 
Syria, a large number of Syrians have sought employment outside the country, 
both in the oil-producing countries of the Arabian Peninsula and in Western 
Europe and the United States. Many of these continue to return a portion of 
their earnings to Syria. Government balance of payments statistics show 
private unrequited transfers to Syria in 1983 of S.P. 1.8 billion, and 1984 
of S.P. 1.28 billion. Probably just as significant is the flow of such 
remittances through black market channels, where they reportedly constitute 
the largest continuing demand for Syrian pounds. In 1983, Syrian Government 





statisticians attempted to estimate the difference between legal and black 
market channels and revised the figures for 1978-1982. In 1982 for example, 
they adjusted the private unrequited transfer figure from S.P. 0.55 billion 
to S.P. 1.75 billion. Outside estimates are that remittances through this 
channel have been $500 million-1 billion per year. Although it is impossible 
to know for certain, worker remittances are probably declining in tandem with 
falling oil revenues on the Arabian Peninsula. 


Petroleum Sector: Petroleum's contribution to Syrian GDP has never greatly 
exceeded 10 percent. According to rough Embassy calculations, Syria produces 
approximately 170,000 b/d of crude oil, a blending of one-third its heavy 
domestic crude, two-thirds imported light crudes. It exports about 100,000 
b/d of heavy crude (ill-suited to the domestic refineries), plus 20,000 b/d 
of refined products. Total domestic consumption of petroleum products is in 
the range of 190,000 b/d. 


These figures will change in the coming year. A consortium of Western 
petroleum companies discovered in 1984 a large new oil field in eastern 
Syria containing light (36 degrees API) crude much better suited than 
Syria's existing crude to the requirements of its’ refineries. The 
development requirements of this field, including construction of a pipeline, 
have delayed initiation of full-scale production until September 1986. 
Estimates of production volume are 50,000 b/d. 


Agriculture: The Syrian Government has committed itself to exert major new 


effort in strengthening the agricultural sector during the remainder of the 
decade. Indications so far are that the bulk of this effort will be devoted 
to extending irrigation systems and expanding cultivation. The irrigation 
network based on the Thawra Dam on the Euphrates in northeastern Syria is to 
be completed. The Ba'th Dam is nearing completion and the Tishreen Dam is in 
the planning stage. There are plans to put as many as three dams on the 
Khabur River in Northeast Syria and there is greater use being made of the 
Yarmouk River in southwest Syria. As everywhere in the Middle East, water 
use affects neighboring countries: Turkey has up-river claims, Israel, Jordan 
and Iraq have down-river claims to Syria's water. 


Agricultural production is largely in private hands. However, the Government 
has established a monopoly over most commodity collection, processing, and 
distribution activities. For example, farmers are required to sell all the 
wheat they produce, excepting that intended for local consumption, to the 
Government grains enterprise; private transportation of grain outside the 
place of origin is prohibited. This grain is then ground in government mills. 


To date, this system has not functioned very efficiently. Consistent with 

its commitment to keep bread prices low, the Government sets low prices for 
grain acquisition. As a consequence, many farmers have avoided selling their 
grain to the grains enterprise. In 1984, the enterprise acquired only 12 





percent of estimated total wheat production. The remainder was consumed 
locally, fed to animals, processed illegally, or allowed to spoil. Such 
inefficient resource allocation is even more of a problem in the case of more 
highly perishable commodities such as fruits and vegetables. 


IMPLICATIONS FOR UNITED STATES BUSINESS 


The depressed state of the Syrian economy and foreign exchange reserves, 
combined with the cool political relationship between the United States and 
Syria, severely limits the opportunities for U.S. business in Syria. Faced 
with an increasing number of arrearages in their Syrian accounts, most U.S. 
banks are looking to reduce, not to expand, their exposure. U.S. exporters 
also are finding it necessary to exercise caution regarding payment 
arrangements in their sales to Syria. No improvement appears imminent. 


There are business opportunities in Syria. The United States exported over 
$100 million of goods to Syria in 1984. Government procurement provides a 
market for a wide range of U.S. goods. Items of primary interest include 
agricultural commodities (although there is no Commodity Credit Corporation 
program for Syria), oil well drilling equipment, agricultural and irrigation 
machinery, food processing equipment, medical and hospital. supplies, and 
computers and word processors. 


Syrian Government development projects provide opportunities for U.S. 
contractors. Recently execution of most major projects has been awarded to 
Soviet and East European companies, in response to advantageous financing and 
political factors. Nevertheless, the Syrians continue to profess interest in 
Western participation. The new Mhardeh power plant will be built by a Swiss 
firm, the Banias power plant expansion will be built by a Japanese company. 
The ability of a bidder to provide the Syrians with financing for their 
projects has become the major factor in project contractor selections. There 
are several special requirements for doing business in Syria: 


--Bid and performance bonds: the Syrian Government routinely requires post- 
ing of 5 percent bid bonds and 10 percent performance bonds by bidders on 


its tenders. These bonds are generally refunded fairly, although often with 
some delay. 


--anti-Israel boycott: many Syrian contracts contain boycott language with 
which U.S. firms may not be able to comply under U.S. law. The Syrians 
have manifested some flexibility in this area, and the number of U.S. firms 


continuing to do business in Syria is evidence that this is not an insup- 
erable obstacle. 





--U.S. export licenses: the U.S. Department of Commerce requires exporters 
to obtain licenses for export of a long list of products to Syria, par- 
ticularly products with military applications. 


--Patience: whether it is awarding a contract or paying for it, the Syrian 
Government finds it difficult to move either speedily or efficiently. 


The United States remains the major supplier of medical equipment to Syria. 
High freight rates mean that the best projects are high value items. 
Particularly the cardiovascular sector is promising, the United States has 95 
percent of the market. Bulky low value items such as medical disposables are 
supplied more cheaply from Europe, American products of all types, not only 
medical, maintain a high prestige value in Syria. Syrians of both the public 
and private sectors normally favor American products. 


The oil drilling and production sector offers strong business opportunity 
over the medium term. Two U.S. oil companies are currently engaged in 
drilling in Syria (one of them responsible for Syria's new oil finds) and a 
number of U.S. oil field service companies have opened offices in Syria to 
pursue their, and the Syrian Petroleum Company's business. The joint venture 
oil production company constitutes the first large U.S. direct investment in 


Syria since the Syrian Government nationalized major foreign investment in 
the 1960s. 


The Government experience with the oil production joint venture is proving 
positive, and it might consider more active encouragement for foreign 
investment in other sectors of the economy as well. There are indications 
this might be the case. So far, the Syrian Government has been quite 
forthcoming regarding the conditions for investment in Syria, particularly in 
ventures that will generate foreign exchange. Firms engaged in this kind of 
activity (not only oil companies but also hotel operators, manufacturers, 
etc.) might find this an opportune time to consider investment in Syria. 











